CHAPTER X
INCOME TAX AND  SAVINGS
§ 1. up to this point I have deliberately slurred over the
difference between a general income tax and a general ex-
penditure tax; tacitly assuming that a general income tax
does not differentiate between different uses of income. This
assumption is not, however, correct, and the time has come
to go into the matter more fully. There are two main uses,
each, of course, containing numerous subdivisions, into which
income can be turned; saving—so defined that in the aggre-
gate it is equivalent to investment — and expenditure upon
consumption. The latter use is ordinarily spoken of as " spend-
ing " in contradistinction from saving, and, though the term
is unfortunate, since, of course, net saving is itself a form of
spending, namely, spending upon the purchase of machines
and other new capital objects, it may, with this explanation,
be allowed to stand. A general income tax, as understood in
England, can be shown to differentiate against the invest-
ment, i.e. the savings, use of income, and so to differentiate in
favour of its rival.
§ 2. The proof of this proposition is as follows. A general
income tax, since it hits equally income that is saved and
income that is spent, appears at first sight to be neutral be-
tween these two things. This appearance is, however, illusory.
If we had in mind a tax to be imposed for one year only, or
for a short period only, at a given rate, it would, indeed, be
correct. But, in relation to a system of taxation that is ex-
pected to continue indefinitely with constant rates, an ex-
penditure tax is neutral as between saving and spending,
and not differential in favour of spending. For resources
that are saved are taxed indirectly, through their subsequent
yield, to the same extent as resources that are consumed at
once. An income tax, on the other hand, differentiates against
saving, by striking savings both when they are made and
also when they yield their fruits. Thus a general permanent
income tax at the rate of x per cent strikes the part of income
that is spent at this rate. But, if £100 of income is put away
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